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Abstract 
There is a long time discussion among Czech defenders of gradualism and the shock therapy about the causes and consequences 
of prolonging and breaching of the buyer-seller contracts. The objective of the paper is to examine the impact of the institutional 
change induced by applying the Act no. 395/2009 Coll. on the operational activity of the company. In the paper, the indicator of 
cash conversion cycle was applied. The expected findings shall confirm the thesis of shortened credit period of the retail- and 
wholesalers. Unintendedly, the legal intervention could lead to different financial management of the buyers, the additional costs 
for the sellers and to the overall inefficiency of the act itself. 
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1. Introduction 
Among the individual entities on the market, as a consequence of their individual interactions, the buyer-seller 
relationships occur spontaneously. These relationships are often in the focus of interest of many discussants, 
especially when the relationships officially fail. The typical failures are prolonging the credit periods or breaching 
the buyer-seller contracts. 
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There are two main theoretical perspectives on these relationships within the Czech national context: gradualism 
and shock therapy. Gradualism prefers incremental institutional changes towards capitalism. The defenders of the 
shock therapy prioritize in their legal positivism creation of market economy by immediate cancellation of all 
socialistic regulations. For the purposes of this paper, gradualism prefers gradual adjustment of regulations 
regarding buyer-seller relationships to become more market conformed. On the other hand, the shock therapy 
protagonists assert the freedom of contract, because they believe that it will lead to the standard of buyer-seller 
relationships, as they are in developed market economies. 
Before 2009, the asymmetry in buyer-seller relationships in retail segment was only regulated by general 
provisions that could be found in the Protection of Competition Act (143/2001 Coll.) and in the Act on Prices 
(526/1990 Coll.). General applications in the Act on Prices do not allow setting prices, resulting in enormously high 
profits of one party. The dominant companies on the market are under the supervision by the Office for the 
Protection of Competition. In this point of view, retail chains are not big enough to be under regulation as dominant 
market players, but during the bargaining process, they have enough force to push down the prices of goods to the 
minimum. Bejček (2012) calls this sector “the grey zone”. These companies can hence take the advantage of the 
trade credit as the most critical source of capital for majority of all businesses. The cash conversion cycle of these 
businesses then present how many days the inputs are tied up in the production and sales until it is converted into 
cash by realizing sales to customers. Inevitably, the cash conversion cycle is often negative in most of the 
aforementioned cases. 
In the early 2000s, after agricultural producer’s complaints were published in the media, government began to 
work on the new Act on Significant Market Power in the Sale of Agricultural and Food Products (395/2009 Coll.) 
that came into force in February 2010. The main aim of this regulation was to create healthier business environment. 
On the EU level, only in 2010, the recommendations were introduced for EU Member countries to shorten the 
period for 30 days (European Parliament resolution 2011/C 308 E/04). On the other hand, this is only a 
recommendation, without any legal obligation.  
The Act on Significant Market Power was criticised by Czech lawyers and politicians heavily. The legal 
procedure itself was complicated because the Government, Senate and the President of the Czech Republic did not 
recommend the law to pass. Academic criticism can be found for example in Bejček (2012) or Prunner, Valoušková 
(2012). 
The Act implemented regulations banning several signs of abuse of significant market power. We decided to 
examine one of them: no credit period shall be longer than 30 days.  
The research question is: What are the direct and indirect impacts of the mentioned legal intervention on the 
buyer-seller relationships? The objective of this paper is to identify the direct and indirect impacts of the adopted 
law on the inter-enterprise relationships. 
2. Data and methods 
This paper uses a panel dataset of Czech, Slovak, Polish and Austrian wholesale and retail trade companies (CZ 
NACE 471x) for the years 2003 through 2012. Complete company financial data is available from the database 
Amadeus from the Bureau van Dijk. For each year, the indicators of company´s turnover (operating revenue) and 
credit period were examined. The cash conversion cycle was calculated individually for each entity and in each 
examined year. This measure focuses at the number of days the inputs are tied up in the production and sales until it 
is converted into cash by realizing sales to customers. In other words, the number of days needed to sell the 
inventory, the number of days needed to collect the receivables and the number of days the company is afforded to 
pay its bills without incurring penalties. 
Since the aforementioned Act is relevant only to the companies with their turnover exceeding 5 billion CZK, the 
qualification test was applied. Thus, only companies with turnover higher than 5 billion were examined (tab. 1). 
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     Table 1: Sample size according to the qualification test 
Country Number of the examined companies 
Czech Republic 7 
Poland 7 
Austria 7 
Slovakia 7 
 
For the purposes of the paper, we decided to apply the difference-in-difference method. This method is based on 
testing the two groups. First group has experienced the examined treatment; the second group is a control group, 
without the effect of the examined treatment. The treatment in this paper is the legal intervention in 2010. 
The research question focuses on whether there is a significant difference before and after the legal intervention 
(Act on Significant Market Power in the Sale of Agricultural and Food Products (395/2009 Coll.). 
3. Results  
Figure 1 shows the length of credit period as a weighted average for each examined country in each examined 
year. In the Czech Republic the first drop in the credit period can be seen in 2004 and 2005 and then in 2010 after 
the introduction of the legal intervention. Since the Act on Significant Market Power was implemented, the credit 
period are just at the limit stated by the law. The values are exactly at the limit because the examined entities do not 
sell only food and beverages. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Fig. 1. Credit period – weighted averages 
In the Slovakia, the values are decreasing since 2010; however, the similar legal intervention was introduced in 
2008 as an Act No. 172/2008 Coll., than cancelled and introduced again in partially different form as an Act 
No. 362/2012 Coll. Based on the similar treatment, the Slovakia needs to be eliminated from the control group. In 
the Poland, the noteworthy fluctuations can be seen on an annual basis. The credit period can be 
considered as “long” in the examined period. Finally, the Austrian entities portray significantly lower credit periods 
compared to other countries from the sample, even with the decreasing tendency. 
For the difference-in-difference technique Austrian, Polish and Czech entities were selected. According to the 
literature review, we have no information about similar legal intervention in the selected control group (AT, PL). 
Table 2 presents the results of the difference-in-difference technique. In the Czech Republic, the credit period 
decreased by 4.36 days between the year 2009 and 2010 in comparison with Austria. In comparison with Poland, the 
credit period decreased even by 6.68 days annually. The decrease can be seen even in the year 2011. 
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Table 2: Average Credit periods and results of difference-in-difference (days) 
2009 2010 2011 Diff. 2010 Diff. 2011 
CZ 36.54 30.43 31.97 −6.11 −4.56 
AT 31.04 29.30 28.46 −1.75 −2.58 
PL 54.94 55.51 53.68 0.58 −1.26 
Diff. CZ–AT 5.49 1.14 3.51 −4.36 −1.99 
Diff. CZ–PL −18.40 −25.08 −21.71 −6.68 −3.38 
Our results show that the legal intervention has been successful to the some extent, lowering the credit period. 
However, the perverse form of liquidity was identified in the early 1990s (Janáčková, 1994) and still persists. This is 
confirmed also by the negative cash conversion cycle of the majority of examined companies in almost all examined 
years. 
Table 3 provides the average length of cash conversion cycle for each examined country with the selected period. 
The negative values confirm the pathological liquidity of examined companies, i.e. these companies usually pay 
their debts after they sell the goods further to the end customer. For the agricultural producers this situation can be 
even less favorable then the consignment sale, which is generally considered as unfavorable. 
Table 3: Cash conversion cycle (days) 
  2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 
AT n/a n/a n/a n/a n/a n/a n/a 0,65 −4,11 0,56 
CZ −5,49 −4,56 2,12 −3,14 −4,56 −8,27 −5,90 −0,17 −0,22 4,30 
PL −19,59 −3,82 −9,36 −9,32 −12,58 −14,63 −14,24 −16,55 −15,92 −22,98 
SK n/a −16,73 −5,37 −16,52 −19,35 −24,98 −24,11 −12,28 −13,66 −1,08 
4. Conclusions 
In this international analysis we can summarize that there is a significant difference before and after the legal 
intervention in the Czech Republic. Since we examined all the business entities in the Czech Republic complying 
with the legal intervention criterion (turnover > 5 billion CZK), we can conclude that the results have considerable 
explanatory power.  
On the other hand, we understand that the credit period is only an average indicator using accounts payable at the 
closing date divided by the average daily credit purchase. It can be affected by the extreme values of some of the 
payables. Furthermore, it can be affected by the accounting practices of the company.  
The paper has thus contributed to the debate regarding the convenience of the shock therapy vs. gradualism that 
seemed to be over. Neither first nor second group of authors are fully correct. Both gradualists (Mlčoch, 1998) and 
shock therapists (Janáčková, 1994) agree socialist supplier-seller relationships were to be replaced by more market 
oriented relationships of these groups, including the eventuality of firms going bankrupt. Shock therapists were in 
power and they enacted the bankruptcy law in 1993. What gradualists criticized on this point was that the too late 
timing of the bankruptcy law caused credit periods to prolong. Companies did not go bankrupt and they created new 
debts that were never mentioned to be paid. Another factor is that the considerably longer credit periods occurred in 
most of the post-communist countries (Janáčková, 1994). The consequence is, as gradualists say, path-dependence 
of these behavioral patterns (Mlčoch, 1998) of this prolonged credit period is still relevant to today and to this 
research. On the other hand, shock therapists were right when they implied the idea that deepening of the 
international trade will shorten the credit periods by way of importing western business ethics.  
In the early 2000s, the debate has moved toward a different agricultural perspective. Pourová and Pour (2002) 
state that a new factor of the ongoing debate became wholesale and retail trade companies with the significant 
market power. On the contrary, at the beginning of the transformation process there were no wholesale and retail 
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trade entities. An important aspect is that the initial debate has had ideological biases. Consequently, there can be no 
resolution of it. Empirical approaches needs to be applied (Beaulier, 2004). Our study is such a contribution. 
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